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SUBJECT: MAJOR PROJECT: YUGOSLAV PIPELINE 

REF: A) BELGRADE 2511; B) ZAGREB A-76, 12/16/74 

1. OFFICIALS HERE INFORM US THAT ON JUNE 1, 1975, THE CLOCK 
OFFICIALLY BEGAN TO TICK ON YUGOSLAVIA'S COMMITMENT TO BUILD 
THEPIPELINE TO THE HUNGARIAN BORDER WITHIN 36 MONTHS, EVEN 
THOUGH MAJOR FINANCING ARRANGEMENTS REMAIN TO BE FORMALLY CON- 
CLUDED. PIPELINE OFFICPALS ARE HOPING TO SIGN AGREEMENTS IN 

"THE NEXT FEW DAYS" WITH THE LIBYANS ($70 MILLION) AND THE 
KUWAITIS ($120 MILLION-PART OF WHICH IS IN PIPE). 

2. THE YUGOSLAVS ALSO PLAN TO SEND A DELEGATION TO WASHINGTON 
FOR MEETINGS BEGINNING CIRCA JUNE 9 AT THE IBRD WHERE THEY HOPE 
TO WRAP UP AN ADDITIONAL CREDIT. A PIPELINE FINANCIAL 
OFFICIAL WITH WHOM WE SPOKE ON JUNE 3 STRESSED THAT THE IBRD 
AGREES WITH ESTIMATES THAT FINANCING OF $405 MILLION WOULD COVER 
"PHASE ONE" OF THE PROJECT WHICH NOW CALLS FOR CONSTRUCTION 

OF THE COMPLETE PIPELINE WITH PUMPING AND STORAGE FACILITIES 
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WOULD INVOLVE ADDITIONAL INVESTMENT NEEDED TO RAISE HANDLING 
CAPACITY TO 34-MILLION TONS.) (COMMENT: OTHER PERSONS HERE, 
INCLUDING DR. SIROTKOVIC, KEY ENGINEER, BANKER, AND 
REPRESENTATIVES OF THE US CONSTRUCTION FIRM BROWN AND ROOT, 

HAVE EXPRESSED THE VIEW THAT THE PROJECT WILL COST MUCH MORE.) 

3. THE PIPELINE CONSORTIUM HAS ENGAGED THE SERVICES OF THE 
FRENCH ENGINEERING FIRM "OTP" OF PARIS TO ASSIST IN WRITING 
THE SPECIFICATIONS. BIDDING LOTS (ABOUT WHICH WE ARE 
REPORTING SEPARATELY BY UNCLASSIFIED AIRGRAM) SHOULD BEGIN 
COMING OUT BY EARLY FALL. CONSTRUCTION BIDS MAY BE BROKEN UP 
INTO FIVE LOTS TO ENABLE SEPARATE CONTRACTORS TO START BUILDING 
DIFFERENT SEGMENTS OF THE LINE SIMULTANEOUSLY BY EARLY 1976. 

WHILE BIDDING WILL BE BY INTERNATIONAL TENDER. OPPORTUNITIES 

FOR FOREIGN CONSTRUCTION COMPANIES WOULD OBVIOUSLY BE ENHANCED 
BY THEIR WILLINGNESS TO BID JOINTLY WITH APPROPRIATE YUGOSLAV 
FIRMS. 

4. BROWN AND ROOT REPRESENTATIVES HAVE EXPRESSED STRONG RESER- 
VATIONS ABOUT THE PROJECT'S PROPOSED ENGINEERING ORGANIZATION 
AND HAVE PROVIDED THE CONSORTIUM WITH A GENERAL OUTLINE OF THE 
TYPE OF PROJECT MANAGEMENT THEY CONSIDER NECESSARY FOR SUCH 

A PROJECT. FOR THE TIME BEING AT LEAST. THERE IS NO APPARENT 
EVIDENCE THAT THE YUGOSLAVS WILL BE DISPOSED TO ACCEPT SUCH 
ADVICE. WHILE THE TIMETABLE LOOKS TIGHT. THERE WILL APPARENTLY 
BE A SO-CALLED "TRIAL PERIOD" OF SIX MONTHS FROM JUNE 1 . 1978, 

ON WHICH THE YUGOSLAVS COUNT AS A WORST INSTANCE RESERVE. ALSO 
PENALTY PROVISIONS ARE REPORTEDLY WRITTEN IN COMPLICATED 
AND GRADUATED MANNER, WITH THE FULL PENALTY OF $36 MILLION 
ONLY FALLING DUE IF THE YUGOSLAVS ABANBON THE PROJECT AT A 
LATE DATE. 
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